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MONDAY, MAY 3, 1954 


Unirep STatTEes SENATE, 
SUBCOMMITTEE No. 40N Wartrer TRANSPORTATION 
F THE COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 2:33 p. m., pursuant to call, in room G—16 
of the Capitol, Senator John Marshall Butler (chairman of the sub- 
committee) presiding. 

Present: Senator Butler (chairman of the subcommittee). 

Also present: Bertram O. Wissman, chief clerk; Donald D. Web- 
ster, subcommittee counsel; and A. J. Bourbon, subcommittee staff 
member. 

Senator Butter. The subcommittee will be in order. 

Senate Resolution 41 of the 83d Congress, Ist session, led to the set 
ting up of the special subeommittee to study the maritime subsidy pro- 
gram. Under that subcommittee, ably chairmaned by Senator Potter 
and wisely counseled by Mr. John M. Dre wry, Wwe mi ade, I believe, sub- 
stantial progress in our study of the size, composition, and quality 
of the American merchant marine. 

In hearings last summer the Defense Department stated it was un- 
able to testify on the national defense reserve fleet because its studies 
on this subject were incomplete. The Department of Commerce was 
not prepared at that time to give its views as to the commercial size 
and composition of the merchant marine. Both agencies indicated 
that they were jointly working on the development of a permanent 
and continuing procedure for determining upon and maintaining a 
maritime program. 

Today the Water Transportation Subcommittee, successor to the 
Maritime Subsidy Subcommittee, acting under authority of Senate 
Resolution 173, 83d Congress, is honored to hear from the Under See- 
retary of Commerce for Transportation, Mr. Robert B. Murray, Jr. 

Mr. Secretary, will you please take the stand ? 

Secretary Murray. Thank you, Senator. 

Senator Burier. We are indeed very happy to have you with us 
today, and you may proceed, 

Secretary Murray. Thank you, sir. 

Senator Burier. Are there any members of the House of Repre- 
sentatives here ? 


Proceed, Mr. Murray. 
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STATEMENT OF HON. ROBERT B. MURRAY, JR., UNDER SECRETARY 
OF COMMERCE FOR TRANSPORTATION, ACCOMPANIED BY JAMES 
L. PIMPER, ASSISTANT TO THE GENERAL COUNSEL, MARITIME 
ADMINISTRATION; AND DONALD C. LEAVENS, PROGRAM CO- 
ORDINATOR, MARINE TRANSPORTATION, DEPARTMENT OF 


COMMERCE 


Secretary Murray. Mr. Chairman, because of the importance of the 
American merchant marine to our peacetime economy and to our Na- 
tional defense, it was felt very early in this administration that a 
full survey of policy, under which the American merchant marine had 
been operating, should be reviewed. 

In conjunction with the Senate committee at that time, and with 
the assistance of the transportation counsel of the Department of 
Commerce, and as a re it of cooperation between the Office of the 
Under Secretary for Transportation, the Maritime Administration, 


and the Navy, the report which you have before you is the result of 


that review. 


Ll want to make it very clear, SO that there can be no misunderstand 
ine about this, that the time factor under which this study was com 
pleted, being completed only Thursday of this past week, and my 


appearance here just 2 days after that, has not made it possible for 


this study to be cleared th Ol coordinated with other Government 
agencies In its entirety, either within the Department of Commerce 
Ol elsewhere. 

Now, part of this study, you will see, contains recommendations 
which already h ive bee! implemented or oO} which legislation is in 
process of col sideration by the Congress. Other portions of the rec- 


ommendations will need to be coordinated either with other agencies 
of Commerce or with other agencies of the executive branch of the 
Government. 

I want also to point out that this study indicates certain deficiencies 
in the American merchant marine and it is important for me to point 
out that those deficiencies must be estimated against other deficiencies 
which exist elsewhere in the Government, about which it is impossible 
for our office to know, and this study contains a great deal of factual 
information which will make it possible to assess the deficiencies in 
the American merchant marine against the deficiencies that exist in 
other branches of the Government: but these deficiencies must be as- 
sessed by agencies beyond our office, as you can well understand. 
Those offices will have this survey made available to them in order to 
give a proper consideration to the deficiencies that are shown. 

Senator Burier. I assume, Mr. Secretary, that after you have that 
information, we will have their views. 

Secretary Murray. Yes,sir. Asa matter of fact, as you know, some 
of the legislation which is how pending on the American merchant 
marine, such as the tanker trade-in, which started in the Maritime 
Administration, moved on up, was then considered by all the various 
agencies of the Government, and the requirement to ask for legislation 
was taken only after proper consideration had been given to that by 
all the other agencies as to the degree with which that deficiency 
stacked up against the deficiency in the other agencies. 














MERCHANT MARINE STUDY 113 


A copy of this report has been tr: ansmitted to the President. Copies 
are being made available to the Merchant Marine and Fisheries Com- 
mittee of the House, as well as to all the other interested Government 
agencies. 

This report re we feel, a comprehensive review of our mari- 
time subsidy policy in light of national defense and economic needs 
for a merchant marine and shipbuilding 1 industry. 

Prior to this time. the executive branch of the Government had not 
undertaken a thoroughgoing examination of the maritime policy es 
tablished by the. Merchant Marine Act, 1936, as amended. In view of 
the Department’s overall responsibility in the transportation field, our 
office considered it essential for the Department and the Maritime Ad 
ministration to undertake this review of national maritime policy 

The national requirements for an American merchant marine were 
projected on the basis of the best information available. For the first 
time, definitive information outlining the national defense needs 
both under mobilization and peacetime conditions, were available 
through the joint efforts of the Departm ients of Commerce and De 
fense and the various agenc ies therein. 

I should like t » empha ize that an acceptance of planned national- 
defense requiremi nts has been Cons dered basie throughout the entire 
study. 

Oceangoing merchant ships available to the United States on De- 
cember 31, 1952, including all types in the reserve fleet and in active 
operations, both United States ships and foreign ships under effec- 
tive control of the United States, numbered about 3,644 of 40,423,000 
deadweight tons. 

‘he United States active fleet comprised 1,574 ships, of which 1,297 
were privately operated and 277 were operated by the Department 
of Defense. 

Of the ships operated by the Department of Defense, 169 were 
under the direct custody of the Military Sea Transportation Service 
and 108 were reserve fleet vessels operated under general agency 
agreements, 

The report concludes that on December 31, 1952, the size of the 
active fleet was very close to adequate as a nucleus for mobilization 
expansion. In view of the present shipping outlook, the active fleet 
was also adequate for present and reasonably expected future trade. 

The reserve fleet on December 31, 1952. consisted of 1.974 ships— 
that includes miscellaneous small, damaged, or special-purpose ships; 
a certain number of small tankers, incidentally—most of which were 
the war-built, Liberty-type emergency vessels. The reserve fleet is 
totally deficient in usable large tankers. Apart from this shortage, 
the reserve fleet is considered adequate from the standpoint of num- 
bers. However, the speed deficiency of the dry-cargo ships seriously 
limits their potential mobilization employment. 

The United States has 15 coastal shipyards in operation capable of 
constructing large oceangoing merchant ships. These yards have 63 
shipways currently available for merchant ship construction that, 
under normal conditions, could produce 126 ships a year. There are 
nine reserve shipyards in various stages of usability which would be 
available for mobilization shipbuilding programs upon reactivation. 

Requirements for the construction of merchant-type vessels are 
based principally upon the necessity of maintaining in peacetime a 
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nucleus of shipyard workers capable of expanding to meet planned 
mobilization demands. 

Current plans evolved by the Department of Defense and the Mari- 
time Administration call for a peacetime nucleus of approximately 
36,000 shipyard workers. 

To provide continuous employment for this labor force, our ship- 
yards would then have to construct 60 average oceangoing merchant- 
type ships or their equivalent each year. The new ships resulting 
from such a construction program of this magnitude would replace 
existing privately operated merchant fleet in about 20 years and thus 
overcome the approaching block obsolescence problem, which is, as 
we all know, faced by the ship ping industry. 

The annual cost of constructing 60 merehant ships a year is esti- 
mated at about $400 million, exclusive of national-defense features. 

Some portion of the cost of this program would have to be borne 
by the Government in the form of construction subsidies as well as 
any allowances made for required national-defense features. 

The extent to which the Government should implement this pro- 
gram will require, of course, careful consideration of its importance 
relative to other nat ened idiael programs. 

The report concludes, however, that: 

(1) Every effort should be made to encourage the construction in 
the United States of about 60 merchant ships per year; 

(2) Should deliveries of merchant ships drop below 30 per year 
there will be a reduction in the 1953 shipyard employment level and 
a corresponding deactivation of facilities; and 

(3) Research and deve lopme nt programs—and this we feel is very 
important—should be intensified and coordinated to improve the utili- 
zation of merchant ships and thereby reduce mobilization require- 
ments. 

On December 31, 1952, approximately ts ae’ shipboard personnel 
were employed on United States flag ships. Under current plans, 
peak mobilization will require about 197,000 merchant seamen. No 
shortage of shipboard labor exists at the present time. However, ex- 
perience shows that more men with sea experience must be potentially 
available than would appear necessary to fill expanded mobilization 
manpower requirements. The acute requirements for merchant sea- 
men of all ratings during mobilization points to the need for maritime 
training programs which are capable of necessary expansion. 

The shipbuilding industry employs many speci: ally skilled workers, 
such as loftsmen, shipfitters, installation machinists, ordnance drafts. 
men, and engineers. Only a continuous volume of shipbuilding will 
assure the maintenance of these and other essential skills. 

In 1953, our large coastal shipyards employed an average of 23,000 
workers in merchant-ship construction. This average is expected to 
drop to about 10,800 workers in 1954 and to 1,200 by 1955. If orders 
for new ships are not received by the shipyards in the near future, 
the disparity between the present level of shipyard employment and 
the required 36,000 workers as a mobilization nucleus will increase 
rapidly. 

Shipping companies receiving operating subsidy realized fairly sub- 
stantial profits in the postwar period and have retained these earnings 
to a large extent. Nevertheless, only 5 of 15 subsidized operators 
appear to have sufficient equity capital to make the required 25-percent 
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downpayment on new ships as present ships become due for replace- 
ment. Nonsubsidized liner and tramp operators generally have not 
fared as well as the subsidized companies. 

Without reasonable profits, ship operators cannot be expected to 
reinvest their own funds in new ships nor have much hope of attract- 
ing necessary outside capital. Unless capital is reinvested in new 
ships, we can anticipate a decline in the level of operation of privately 
owned United States flag ships. 

Wide cost disparities in the operation and construction of United 
States flag ships as compared with foreign ships intensify the problem 
of keeping a merchant fleet and shipbuilding industry at levels ade- 
quate for national requirements. 

Recently the Federal Maritime Board determined the sales prices 
for Mariner-class ships. The estimated cost of constructing these 
ships in a foreign yard ranged from about 54 percent to 61 percent 
of the cost in American yards. Operating-cost differentials are also 
substantial, especially wage costs. For example, latest figures ac- 
cepted by the Federal Maritime Board show that a United States flag 
ship manned by 51 men had a monthly wage cost of $20,800. If 
manned under British practices, with a European crew, the same ship 
would have had a monthly wage cost of only $4,700. 

Extreme fluctuations in overseas traffic tend to discourage invest- 
ment of new capital in the shipping industry. Ship operators need 
reasonable assurance of obtaining a regular flow of traffic sufficient 
to maintain a profitable operation before they will invest in new ship 
construction. 

That points up once again that the construction-of-ship-differential 
subsidies do not in themselves guarantee the building of ships. 

Fluctuations have been particularly acute in nonliner traffic. This 
traffic has been influenced markedly by the amount of traffic available 
from the various United States Government foreign-aid programs. 

The growing intensity of foreign-flag competition has made it 
increasingly difficult for American-flag operators to obtain sufficient 
cargoes at profitable rates. With a vast merchant fleet at the end 
of World War IT, the United States was in a strong position to bid 
for world maritime traffic. However, foreign merchant fleets have 
been rehabilitated and augmented rapidly in the postwar period. 
The United States fleet which represented 51 percent of the world 
deadweight tonnage in 1946 had dropped to 32 percent by the end 
of 1952, and, in terms of ships in actual operation, to only 10 percent 
of the total. 

Even though foreign-flag operators and shipbuilders have sub- 
stantial cost advantages over American competitors, foreign govern- 
ments have further accentuated these advantages through various 
types of Government aids. 

Aids granted to reduce ship-construction costs may be in the form 
of construction subsidies based upon carefully defined vessel char- 
acteristics such as size, speed, and type; exemptions from customs 
duties on shipbuilding and ship-repair materials and components; 
subsidies to shipyards and steel mills; loan guaranties at interest 
rates lower than those prevailing in the open market; interest con- 
tributions; and liberal amortization and other tax benefits. 
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Certain countries, especially those whose currencies have been seri- 
ously inflated, permit shipowners to base their depreciation upon 
replacement rather than or iginal cost as is required of United States 
shipowners. 

Kighty-one percent of the 1,297 ships in the present commercially 
operate | United States ce were constructed during World War II. 
‘They will become 20 years ol | during the period 1961 through 1965. 
Thus, if the operating fleet is replaced only as the ships become 20 
years old, a total of 936 keels would have to be laid within the 3-year 
period 1961-63. Such a shipbuilding program is beyond the capacity 
of existing American shipyards, as well as being undesirable to have 

oncentration as that. It would require 174 shipways annually 

in peak years while only 63 are available. The 60-ship-a-year con 

struction program required to maintain the shipyard nucleus would 

re p| e the existing opt rating fleet in an orderly manner over the 

next 20 years and in addition preclude a reoccurrence of ships 
oming obsolete in a block. 

Operators are reluctant to invest additional a for replacement 
of existing ee SO » long as they can be oper: ated a profit. On the 

of a 20-year life the major portion of the aa iting fleet has 9 
10 years of ii fe, For this reason it is unlikely that present con- 
struction subsidy aid will bring about sufficient new construction in 
the next i years. Consequently, if the national defense requirements 
as outlin ed above are to be met, a program must be devised that will 
encourage operators to replace some of their ships prior to the time 
when they would normally reach replacement age. 

The present shipping lien of the United States as clearly set 
forth in the Merchant Ship Sales Act of 1946, we feel, is sound. Its 
further imp ylementation is req iired to assist fas merchant marine in 
meeting present-day national requirements. ‘The parity concept of 
sub idly determination, while difficult to administer beeause of prob- 
lems involved in obtaining foreign cost information, is sound in 
principle and the best method which has been suggested so far as a 
basis for direct Government aid. 

Since the enactment of the Merchant Marine Act. 1936, as amended, 
through December 31, 1952, 247 ships were constructed under its 
construction subsidy provisions. Subsidy payable on these vessels 
amounted to $426 million, of which $230 million represents an esti- 
mate of 116 vessels whose final sales prices were adjusted under the 
Ship Sales Act. 

While a number of merchant ships have been construc ‘ted in United 
states shipyards since World War II, only three ships—all large 
passenger ships—have been constructed with subsidy ald. There is 
little doubt that the inherent administrative difficulties involved in 
the determination of the amount of subs! idly has discouraged new ship 
construction. The solution of these diffic ulties. while not in itself a 
complete answer to the shipbuilding problem, would remove one of 
the past eee acles to the construction of new vessels. 

The cost of operating subsidy aid has increased sharply in the post- 
war years. The subsidy payable has risen from $17 million in 1948 
to $65 million in 1953. Including the backlog for prior years, the 
1955 budget requested $85 million for payment of operating subsidy. 

As you well know, Senator, the $85 million which was requested 
for fiscal 1955, in addition to the $84 million which was requested 
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either in the original request or by reason of subsequent supple- 
mentary request, called for a total in 2 years of roughly $170 million 
for operating subsidy against the $40 million which had been re- 
quested in the 2 previous years. This was due in some considerable 
measure to the fact that a mechanical backlog had developed whereby 
it had been impossible to process for payment sufficient vouchers even 
to require the full $20 million subsidy which was requested for fiscal 
1953. 

The payment—we feel very strongly about this—of sums due the 
operator should go forward just as fast as possible. 

As we testified previously before the Appropriations Committee, 
the handling of vouchers has been tremendously speeded up and the 
rendering of vouchers by the operators has been speeded up, for several 
reasons, so that we feel that if we are successful in obtaining both 
the supplemental request for fiscal 1954 and the new request of $85 
million for fiscal 1955, we will have cleared up all of the backlog then 
except for about $15 million that will have to be taken care of in 
some future year. 

Senator Burier. The Senate has already voted the 29 million five 
for the past years, has it not, in the third supplemental ? 

Secretarv Murray. I think so. 

Senator Burter. That has already passed this body. 

Secretary Murray. There was a difference between the amount, I 
think, which the Senate passed and the amount which the House 
passed. 

Senator Burier. Yes; some $2914 million. 

Secretary Murray. As against 29 plus 19 five. 

I always like to point out also when you think in terms of the 
operating subsidy it is vital that you net against that the amount 
which the operators, themselves, pay out in the way of Federal 
income taxes. That is difficult to figure for any one particular year, 
but it is an important part and does bring down the net amount which 
the Government must pay out in subsidies for the purpose of this. 

Senator Burrer. And also there is a substantial recovery under the 
law; is there not ? 

Secretary Murray. Well, the recapture is taken out before we re- 
quest the operating subsidy itself. 

Senator Burier. Yes. 

Secretary Murray. But there has been substantial recapture over the 
years, as this study demonstrates. I believe it is in table 18. 

Mr. Wessrer. And one other factor, too, is it not, that is sometimes 
mentioned, Mr. Secretary, is the effect on the general economy of high 
levels of employment due to a healthy merchant marine, that income 
being a part of our national income ? 

Secretary Murray. That is correct; that is correct. 

While clearly some operating aid for vessels operating on essential 
trade routes is required to overcome foreign-cost advantages, constant 
attention should be devoted to the task of reducing this aid to mini- 
mum levels. 

That, we feel, also is very essential. 

Possibilities for accomplishing this end include more emphasis by 
the operators and the Government on efficient and economical ship 
operation, and cooperation of labor in reducing labor cost to absolute 
minimum. 


47478—-54—pt. 2——2 
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The tax benefits on earnings deposited in the capital and special 
reserve funds have assisted the subsidized operators in replacing their 
fleets. Of a total of $640 million deposited in the reserve funds, $ S388 
million has been withdrawn for the acquisition of ships. Because of 
their vital relationship to ship replacement, tax benefits now provided 
subsidized operators, we feel, should be continued. In addition, in 
the critical next 5 or 6 years when only a few ships are due for re- 
placement, nonsubsidized operators, including those engaged in the 
domestic trades, we feel, should be permitted to deposit earnings in a 
construction reserve fund on a tax-deferred basis for use in ship 
replacement during that period. 

Accelerated amortization provisions under section 124 (a) of the 
Internal Revenue Code have not been very effective in encouraging the 
construction of merchant ships. While certificates have been granted 
in connection with proposed construction of 66 ships, construction has 
been initiated on only 26 ships. Certificates have lapsed for most of 
the other vessels. Operators would be encouraged to replace some 
of their vessels as soon as possible if they were permitted for a limited 
period to supplement their normal rate of depreciation with an addi- 
tional allowance. 

Government mortgage insurance has been available since the enact- 
ment of the 1936 act. The provisions for insurance were liberalized 
by amendment in the last session of Congress. Since the enactment 
of the 1936 act, only 12 contracts for mortgage insurance covering 
financing of about $6 million has been provided, indicating little use 
of this type of aid. The act should be amended further to provide 
insurance more suited to the needs of the industry. 

Under the trade-in provisions of the 1936 act, 134 ships have been 
sold to the Government as trade-ins on 128 new vessels. Related to 
this type of aid is the proposed trade-in-and-build tanker program 
designed to overcome the reserve fleet deficiency in large tankers and 
to encourage the construction of tankers in United States shipyards. 
A statutory trade-in price, combined with finality of contract, may be 
required to implement this urgently needed program. 

As you know, legislation is pending on this item now. 

Cargo preference legislation has been of substantial assistance in 
providing a firm bac klog of traffic for the United States overseas fleet. 
This type of aid should be continued as a part of our national shipping 
policy, we feel, at least until something better comes along. 

Senator Burier. There is a bill now pending before the Senate to 
make that a part of permanent legislation. 

Secretary Murray. Within the last week, and in line with his policy 
having to do with the report of the Randall Commission, the President 
has directed that we undertake a study to determine to what extent 
direct aid might be used to replace any other type of subsidy, such as 
the cargo preference. We are undertaking that study. If it is pos- 
sible to provide a better basis and to administer it propertly, that rec- 
ommendation will be made and will be incorporated in legislation 
which would come before, I think, the next session of Congress. There- 
fore, this is taken on the basis that as of the time of the completion of 
this study it seemed desirable to continue the cargo preference 
legislation. 

The report’s conclusions and recommendations, which I will not at- 
tempt to summarize here, are based upon careful consideration of our 
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overall merchant marine requirements. While they rest primarily 
on an acceptance of current national defense planning, they recognize 
as well the fundamental importance of meeting these requirements 
through maximum utilization of private resources. No attempt was 
made to suggest solutions for all problems relating to our merchant 
marine. Those, however, which require more intensive and detailed 
study than was possible within the scope of this report have certainly 
been brought into focus. 

At this time, I have attempted to touch only on some of the prin- 
cipal highlights of this study. The report itself, I hope, may be of 
value to the subcommittee in its examination of the various aspects of 
the American merchant marine problem. Members of my immediate 
staff, officials of the Maritime Administration and I will be glad to 
provide any additional information regarding the report that you 
may require, 

In closing, I would like to say that members of my staff have en- 
joved working with the members of the staff of this committee as well 
as the members of the Committee itself, both in this session of this 
Congress as well as in the last one, and I would like to add that I, per- 
sonally, have very much enjoyed the cooperation both of Senator 
Potter last year and you this year, Senator Butler 

Thank you. 

Senator Burrer. Thank you. Mr. Secretary. 

I have several questions that I would Jike to ask. I don’t know 
whether you would rather I ask them now or certify them to you so 
that you can answer them at length and put them in the record. 

Secretary Murray. Either way. 

Senator Burier. All right. 

sefore I do that, let me say that I am certainly delighted that the 
Department and other agencies of Government have apparently lined 
up behind the purposes and gic of the 1936 act. They all realize 
that the merchant marine is a part of our national defense, that an 
adequate capacity to produce ships is certainly a part of our national 
defense picture and the maintenance through that capacity of skilled 
labor, ready and waiting in the event of emergency, is very necessary 
to our national well-being. I certainly congratulate you on your ex- 
cellent report. 

Secretary Murray. Senator, I simply have to point out that it is my 
part of the Department that has fallen in line at this point. 

Senator Butter. Yes. 

Secretary Murray. That is not said to mean anything except that 
it has been physically impossible, because of the importance of so 
many of these recommendations, to get them around and get the 
concurrence of all the different agencies, and I would think, in fact, 
some of them would take some considerable time to finally come to a 
basic decision. 

Senator Burier. Yes. 

Secretary Murray. There is a big potential problem outlined here 
and it certainly, by reason of its importance to us, both in peacetime 
and in the event of any mobilization, has to be handled very carefully. 

The agencies to whom we have sent this report are the proper agen- 
cies to give an overall evaluation of this program, as I have said. 

Senator Burier. My experience in the field is not great enough to 
evaluate, but since I have been on the committee and had some ac- 
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quaintance with the maritime field this is the first time that I have 
seen a full support of the purposes of the 1936 act. I am certainly 
gratified that the Department feels that it is necessary that we con- 
struct at least 60 ships every year to accomplish the purposes of that 
act and to keep this Nation in a position to defend itself through its 
merchant marine and the merchant marine activities. 

Let me direct your attention to page 14, paragraph 2, and in par- 
ticular to the very last sentence of that paragraph. On page 34 of 
the Commerce Department report to the President concerning tax 
benefits to the maritime industry, dated October 30, 1952, the Depart- 
ment of Commerce projected a far larger fleet for 1965 than your so- 
called adequate present fleet. How do you reconcile that? 

Secretary Murray. I would think that part of it would be recon- 
ciled on the basis of the situation as it existed when the previous 
report was made as against the situation that existed on December 
31, 1952, and the events that have occurred subsequent to that period. 

Senator Burier. And speaking of that period, of December 31, 
1952; are you able, from your present records, to bring this report up 
to date? 

Secretary Murray. Yes, sir. 

On December 31, 1953, the total of the active fleet was 1,492 vessels, 
of which 1,271 were privately operated. The Department of Defense 
was operating 221, 169 of which were part of the MSTS operation and 
the other 52 were operating under general agency account. 

Senator Butter. Now, I call your attention to page 16 of the re- 
port, the last sentence of the last paragraph. Last year before the 
Maritime Subsidy Subcommittee Mr. C lark of your De ‘partment pre- 
sented a chart, being chart No. 6, which showed that of 197 troop 
transports then in the Reserve fleet 56 were in good condition, 85 in 
fair condition, 34 were poor and 22 were over age and obsolete. Does 
your present statement reflect a rejection of Mr. Clark’s testimony ¢ 

Secretary Murray. No, sir; it does not. This is highlighting the 
thing from a slightly different direction. It has to do with the speed 
of the ship, and that is what we are e referring to as against the in- 
trinsic condition of the ship. 

Senator Burier. And the general class of the ship? 

Secretary Murray. Yes, sir. 

Senator Burier. It is recognized that our shipyards have fallen far 
below the minimum activity set by Commerce and Defense. Under 
these circumstances, shouldn’t we abstain from all offshore procure- 
ment of shipyard products at this time ? 

Secretary Murray. Senator, that is one I am going to duck. I 
think that involves some other departments that have a primary con- 
cern in that problem and I think it would be proper for them to answer 
that question. 

Senator Butter. You are familiar with the fact that we have just 
succeeded in having a half of the offshore shipyard production di- 
verted back to this country, and I thought maybe you would be will- 
ing to express an opinion on the remaining half. 

Secretary Murray. The only thing I can say is that I think you 
know very well our office did not object to that. 

Senator Burier. I call your attention to the first paragraph on 
page 33 of the report dealing with crew shortages, appearing in the 
second sentence, and ask you this question: Since crew shortages are 
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costly, doesn’t it appear worth while to have a consistent and con- 
tinuous maritime training program rather than the cutback which 
seems to be presently in store ? 

Secretary Murray. Senator, we feel that there are adequate pri- 
vate facilities available for the training which is necessary at this 
particular time, and that has been reflected in the appropriation re- 
quest which we have submitted to the Appropriations Committee. 

The Kings Point establishment, as you know, we propose to con- 
tinue and we feel that in that particular field an adequate number 
of new officers coming along each year are necessary. 

Senator Burter. And you think that that is adequate? 

Secretary Murray. Yes, sir. 

Senator Burier. For the present? 

Secretary Murray. Yes, sir. 

Mr. Werster. Mr. Secretary, where does that leave the State schools 
in Maine, California, New York, Massachusetts ? 

Secretary Murray. Appropriations for the continuance of those 
are also being requested. 

I should have put that in my answer. I was thinking about the 
Federal part of it. 

Mr. Weestrer. May I ask you this, sir: Does the policy of your office 
of the Department in that regard reflect that the State schools should 
be maintained at the same level of activity at which they are presently 
engaging? 

Secretary Murray. I believe that is true. 

Some of the schools, as you know, need to be improved, and I am 
talking about the State schools, in their type of operation. That has 
been pointed out to the proper authorities in those particular States 
and we are hopeful that they will be able to improve the type of in- 
struction which they are now giving in those schools. 

Senator Butter. It is understandable, i in view of the present world 
situation, that your report stresses the national defense features of 
the merchant marine, but don’t you feel that we should just as vigor- 
ously stress the commercial aspects and try to effectuate the purposes 
of the 1936 act ? 

Secretary Murray. Well, I think it is terribly important to stress 
the civilian aspects of this. I just think at this particular moment it 
is impossible, and certainly for the course of the past couple of years 
it has been impossible, to separate the two, so impossible to separate 
the two that I think that now and for some time we have to think about 
a merchant marine adequate for our civilian economy and adequate 
for mobilization requirements. I do not believe they can be divorced 
at this particular time. 

Senator Burier. Yes. 

I don’t mean to quote the President of the United States, and I 
certainly wouldn’t do it if I knew what the quotation was, but if I 
remember in his utterances and in the letter that he dispatched to me 
he pointed up the needs of an adequate merchant marine and referred 
to it as the fourth arm of defense. 

Secretary Murray. That is correct. 

Senator Burier. But in addition to that you do agree that long- 


range purposes, from a commercial standpoint of the 1936 act, should 
be kept constantly in mind? 
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Secretary Murray. Certaiily. As far as I know, we have been 
basing this upon the situation that exists today and did not try to 
divorce one from the other. 

We were facing the situation in 1953 and 1954 and what to do about 
it, and this study has been made on that basis. 

Senator Burier. I call your attention to page 79, paragraph 2 of 
the report, and ask you this question: What do you ‘dunk of the su g- 
gestion that national defense features on our merchant marine be 
paid for by the Department of Defense ? 

Secretary Murray. Well, sir, 1 think that is an interdepartmental 
problem which needs to be worked out with the Budget Bureau, and 
I am jus st not tod: ay pre pared to comment on that. 

Senator BuTLER. Do you feel that we would—— 

Secretary Murray. I think they need to be paid for and, as you 
know, theoretically 1 would like to arrive at a point where both the 
cost of constructing our ships and the cost of operating our ships 
would be a net amount. 

Chere are difficulties in attaining that and, as far as we are con- 
cerned, we have always taken the penne that, because of a number 
of misunderstandings, there should not be charged to the merchant 
marine any cost which does not correctly 2 long there. 

That happens only, however, and unfortunate ‘ly, to be our opinion 
and it needs to be worked out between the various departments. 

Senator Burier. Do you feel that—— 

Secretary Murray. That is one reason, for example, where we felt 
that a revolving fund would be desirable in here as it would more 
truly reflect the cost and the offsets against the cost which we do 
obtain and would give a better figure. 

As you so well know, a great many people are unsympathetic to 
the merchant marine, or they are un-understanding of that fact. 

I have almost gotten to be an expert on how un-understanding 
people can be, and it would certainty be helpful to the merchant 
marine itself if only the true cost were taken into consideration when 
we try to figure out what the continuation of the merchant marine 
means to us. 

That is one reason why I always like to call attention to the fact 
that Federal income taxes should be netted back against the cost of 
the subsidy. 

Mr. Wenster. Mr. Secretary, in connection with this revolving fund 
proposal which finds a prominent place in the report, I think if the 
General Accounting Office were doing the questioning today they 
might ask you to answer a question or two along the following lines: 
How could the reestablishment of construction fund, revolving fund, 
facilitate new ship construction if moneys would be requested from 
and appropriated for such purpose by Congress ? 

And, as a part of that same question, doesn’t the revolving fund 
circumvent the appropriation process and isn’t that really why” it was 
abolished ¢ 

Secretary Murray. I would think that might have been one of the 
reasons why it was abolished. On the other hand, it would certainly 
have the desirable effect of having in one spot—and, as you know, we 
would expect constantly to make reports on this subject to the Con- 
gress; but it would more nearly, we feel, facilitate the business of 
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having the appropriations that had once been made and the appropri- 
ations which would need to be made constantly being used for one 
purpose as against the situation which we have now, where we 
appropriate for construction subsidies and the payments against the 
mortgages come back to the Government through another source, and 
you have the appearance that it all goes out and nothing ever comes 
back, 

I think we will find in the consideration of this point a very varied 
difference of opinion. I have no indication of what the final outcome 
would be, but it would certainly give you more clearly a basis for 
realizing we are spending a certain amount of money and, in effect, 
we truly have a revolving fund right now, except we do not have the 
chance of offsetting the payment against the requests for new 
appropriations. 

Mr. Wesster. In that same connection, it seems to me—and if you 
would care to comment on it, sir, I would appreciate it—because there 
is so much misunderstanding about the legislative and administrative 
problems involved in our American merchant marine that the re- 
volving fund concept might serve a good purpose of public relations, 
quite aside from the 

Secretary Murray. Well, it would certainly do that, and I would 
think administratively it could be safeguarded with enough protec- 
tions that it would facilitate administratively the building of ships. 

As you know, our study makes a recommendation that we should be 
authorized to rediscount the mortgages which we now hold, which I 
believe are in the neighborhood of about $360 millien, I guess—355 
million, to be exact, as of July 1, 1953—and if it were possible to 
rediscount those notes and use those funds, it would be possible, using 
those in conjunction with a revolving fund, to have the leeway that 
you need to move swiftly, if you need to do so. 

Mr. Wesster. In that same connection, I think the General Ac- 
counting Office again, if it were asking the questions, might like your 
view on the following: Isn’t it a fact that unless the construction 
fund is reestablished there isn’t any purpose that would be served 
for the American merchant marine, let’s say, by selling the ship 
mortgages ¢ 

The net effect, isn’t it, if that is so, is that the proposal to sell the 
ship mortgages would have the effect of avoiding requests for direct 
appropriations ¢ 

Again, I say that is a pretty argumentative question. 

Secretary Murray. Right. 

Mr. Wesster. It is one I think the GAO might be interested in. 

Secretary Murray. I am sure of that, and you understand our only 
purpose would be for the building of ships, and for no other purpose. 

Mr. Wesster. I think you have made it very clear, and I do think 
that public policy, the educational purpose of showing what the Amer- 
ican merchant marine is truly costing, is one of the very commendable 
features in your proposal. 

Secretary Murray. I think the industry ‘itself feels that not all 
has been done that might be done to get this across either with the 
public or with members of the Congress to show truly what the 
cost has been to us and the fact that it has not always been as severe 
and large as it has been generally thought to be. 
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Senator Buruer. I direct your attention to page 121 of the report, 
paragraph 5. 

Senator Burier. How soon do you anticipate you will submit to 
the Congress a proposed bill which would authorize the sale of insured 
Government ship mortgages ¢ 

Secretary Murray. We have to submit it to a few other people 
first, Senator. That is hard to tell. If we get it by 

Senator Burier. But that definitely now is in the contemplation 
of the Department ? 

Secretary Murray. Well, as far as my particular office is con- 
cerned, everything that is in here represents something which we are 
going to try to implement. 

Now, there is a long distance between trying to implement and im- 
plementing, as you well know. ‘There are considerations in here 
which may run counter to other agencies within the Department of 
Commerce itself, and that, in itself, needs to be ironed out. 

Senator Burier. If you were able to accomplish your purpose, 
those mortgages would sell at a substantial premium; would they not? 

Secretary Murray. I would think you would get a pretty good 
price for them. 

Senator Burier. While I agree that our subsidized operators must 
do their utmost to operate efficiently, I am bothered by the practical 
problems involved in setting up fair and just standards for deter- 
mining efliciency, especially since the Maritime Administration has 
authority to do so under section 606 (6) of the 1936 Act and has not 
as yet published any set of standards. Would you care to comment 

on that situation ? 

Secretary Murray. Well, all we say in here is that we think the 
activity should be intensified and some consideration should be 
given to intensifying that activity. 

I think that everyone—certainly everyone to whom I have talked— 
feels that with some attention to this there could be improvements in 
the operating efliciency. Any time that the bill keeps going up, espe- 
cially as it has recently, it makes more important than ever that 
proper attention be given to the efficiency of any operation, be it 
in the merchant marine or anything else. 

I call your attention to, I think it was, this morning’s Kiplinger 
letter which pointed out how well the profits of our major industrial 
companies have held up during the first 3 months of this year, Dupont 
and Westinghouse and Allied Chemical and General Motors and 
others reporting first quarter earnings better than the first quarter 
of 1953, but accompanying that with the fact that they have been 
working extremely hard on improving the efficiency of their own 
operations at this particular time. 

So, I do not think that singles out any one agency. I think it is 
the kind of thing you generally do when costs start going up. 

Senator Burter. <A little belt tightening. 

Secretary Murray. And I think we are proper in suggesting that 
activity be intensified. 

Mr. Wessrer. May I ask you this, Mr. Secretary: What would be 
your counterpart proposal labor-wise ? 

You suggest to the subsidized operators that they look at themselves 
and trim the fat off and try to be more efficient. Do you have in 
mind any counterpart general advice for labor ? 
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Secretary Murray. Well, Mr. Webster, I feel that we are all in 
this thing together—labor, management and Government—and we 
all have an interest, and we have an interest to make sure that the 
merchant marine is continued to the greatest possible extent, at the 
same time in line with every possible efficiency that can be made in 
the best interest of that general group, namely, our taxpayers, and 
our suggestion on that is not limited to any group. It is certainly 
not limited to management; it is certainly not limited to Government, 
and at any time when wages make up as great a part of the differential 
in cost between our American operations and European ones and we 
find great segments of the industry, such as the nonsubsidized, having 
trouble competing in the world market for cargoes, I think in the 
best interest of labor itself it is important to request that they examine 
just as carefully as management or ourselves examine our own 
operations. 

Senator Burier. Is that item 83 percent of the whole subsidy ¢ 

Secretary Murray. Yes, sir. 

Mr. Wesster. One last question, Mr. Secretary, 

Secretary Murray. As you know, there are five items that go into 
the subsidy. 

Senator Burier. I didn’t know that one item counted for 83 percent. 

Secretary Murray. Eighty-three percent. That is taken on an 
across-the-board average, of course; but the matter of insurance, for 
example, is a reasonable item. 

Senator Burier. Tha sort of leads up to the next question. You 
have a suggestion on page 105. 

Secretary Murray. If I could just say one other thing, I might 
also say there are those in the labor field themselves who recognize 
what I have said as clearly or even more so than I, and I think that 
in the overall interest they would be prepared and be very happy to do 
whatever could be done to correct a situation which truly has more 
people sitting on the beach at this particular point than is good either 
for them or for the overall economy or for us. 

Mr. Wesster. The thing that I wanted to ask you, which you 
brought up in your statement today, relates to this tremendous dif- 
ferential between the cost of a European crew, if manned under 
British practices, at $4,700 a month, as compared to a monthly wage 
cost of $20,800 for a United States flag ship, and I wanted to ask 
you just what you mean by the term “British practices with a Euro- 
pean crew.” Do the British practices with a European crew permit 
them, encourage them, and, in fact, get for them the lowest price labor 
on the European continent, or are most of those people British ? 

Secretary Murray. Well, if I could answer it, and, if I am wrong, 
be corrected, it is my understanding that this refers to operating with 
crews whose wages are considerably less, with crews that are smaller 
in number and with crews whose overtime pay is not commensurate 
with our own. 

Now, I am told they do have Asiatic crews. 

The fact still remains that is what our people are competing 
against—that type of operation—and you go back even to operating 
with some of the other nationalities, operating with their own crews, 
and you still have a very substantial difference which gives us the 
type of competition that is very hard to meet. 
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Mr. Weesrer. And I guess that brings us around in the full circle 
because I think the answer to the chairman’s question, concerning 
whether we reach full parity if all that we give the subsidized operator 
is parity on the labor cost, must be that we would not be giving full 
parity, for there are other expenses which are greater by reason of 
American-flag operation than foreign operation. That is correct, 
isn’t it ? 

Secretary Murray. That is right. 

Senator Burier. Mr. Secretary, is there any practical means by 
which your Department, perhaps in close cooperation with the De- 
partment of Defense, could inform Congress each year of what part 
of public expenditures attributable to the American merchant marine 
went primarily for national defense ? 

Secretary Murray. I don’t know. We ought to be able to. I 
honestly don’t know. 

Could I check on that? 

Senator Burier. Yes, indeed. 

Secretary Murray. I just don’t know what the mechanical prob- 
lems would be on that. 

Senator Burier. I hope from time to time we can ask questions of 
you. 

Secretary Murray. Yes. 

Senator Burier. And have you come down. 

Secretary Murray. There is certainly no reason why that shouldn’t 
be done, if it can be done. 

Mr. Werster. In that same connection, it would seem to me if you 
ould get. some information to Congress each year along that line it 
would tend to help public relations with the American merchant 
marine a great deal. There is continual misunderstanding of the 
sums allocated for national-defense features and other correlative ex- 
penditures tend to give the wrong impression, to mislead and make it 
aie ult for the American merchant marine to get what it really needs 
up | here on the Hill. 

Secretary Murray. Right. 

You realize, of course, the matter of improving the public relations 
of the American merchant marine is not incumbent solely upon the 
Government. 

Mr. Wesster. I do, sir. 

Senator Burier. We have been missionaries in that field for some 
time. We have made some little headway, but not substantial. 

Do you feel we could stimulate ship construction by a different 
method of subsidy payment, such as paying it to the yard rather than 
to the owner ? 

Secretary Murray. I would think that the program, as we have 
outlined it—if all the pieces fit into proper shape and we limit the 
amount of funds. as we certainly would like to, to that part which 
represents the differential subsidy—I would think that amount — 
be paid directly to the yard. I would see offhand no particular reason 
in paying it to the operator who in turn would pay it to the yard. 
So, in effect, that would be, if this program were to go through, what 
we would be doing. The operator would put up his share and we 
would put up our share. 

That would also at least be good in correcting the theory that the 
operators themselves get very large amounts of money, which, of 
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course, has been the case up to this point, where we put up all the 
money, generally, and then had it paid back. 

That again is the difficulty of finding out how much you get back 
and netting against how much you put in. 

Senator Burier. Now, if and when we are able to get in true per- 
spective the MSTS operation and in its proper place in the maritime 
field, do you think that will stimulate the building of ships? 

Secretary Murray. Well, that is hard to say. The MSTS fleet at 
the moment, which they own themselves, as you er is not a terribly 
large one. They are a nucleus fleet. We are facing a problem now 
which I think goes way beyond that, and that is = amount of cargoes 
just aren’t moving as compared to what we had before; and just as 
the construction subsidy doesn’t solve the lack of cargoes, so the MSTS 
operation does not solve the lack of cargoes, and the thing that is im 
portant from every possible point of view is being able to compete and 
to obtain cargoes and to have those cargoes lucrative enough that peo- 
ple are anxious to build ships. At that point it all fits into a very 
re r, but very difficult, pattern. 

I do not think the MSTS operation, as such and by itself, with the 
level of cargoes having fallen to the point they have now fallen, is an 
important consideration. 

Senator Burrter. As I understand your trade-in-and-build-tanker 
program, it contemplates approximately a ton-for-ton schedule on a 
carrying capacity basis. In view of the fact that we now have about 
75 idle United States privately owned tankers, about half of which 
are T-2’s, shouldn’t attention be given to getting some of them off the 
market ? 

They must, in my opinion, constitute a serious deterrent to the suc- 
cess of our program. 

Secretary Murray. I didn’t quite hear some of your question. You 
said getting—— 

Senator Burier. Getting some of these old T—2’s off the market. 

Secretary Murray. We ll, one of the things we are hoping to do is 
get a number off the market for the new ones we put on, getting them 
in the reserve fleet and mothballing them as a tanker reserve, so that 
in effect that would be the resort. 

We are talking about roughly—of course, the speed factor comes 
into play here, too, but we are talking about roughly—getting two old 
T-2’s out of operation and putting them in the reserve fleet. for one 
new one of a high-speed, large-capacity type. 

Mr. Werster. I think one aspect of that question is this, Mr. Secre- 
tary: The 75 privately owned idle tankers stand there, ready to be 
operated as soon as the owners can see their way clear to making their 
labor cost and their bare operating costs. Now, the T-2 is a good 
tanker and your program of trading in on a ton- for-ton basis is still 
going to leave a large number of those T-2’s waiting to compete with 
the new tonnage. So, I think the question really is: As long as you 
have quite a few T-2’s lying around, ready to be used, aren’t you leav- 
ing quite a deterrent ‘for : anybody to trade in his T-2 and build new 
tonnage when he might have to compete with some of these T-2’s that 
are so readily available to be activated by their owners? 

Secretary Murray. Well, I think there are two problems here. One 
is that we do have a defense problem, which indicates a serious short- 
age of our tanker reserve fleet. 








128 MERCHANT MARINE STUDY 


As far as interfering with the use of the T-2’s that would remain, 
I would like to call your attention to the second paragraph on page 
7, which says: 

Recent studies estimate a continued increase in the United States consumption 
of petroleum products. The 1951 report of the Petroleum Administration for De- 
fense estimated petroleum and petroleum products requirements for United 
States consumption in 1955 to be 283 percent greater than in 1950 when such 
imports by tankers totaled nearly 45 million tons. For the long-range future, 
the President's Materials Policy Committee, in June 1952, projecting petroleum 
requirements to 1975, estimated that the level of United States consumption will 
be 110 percent above 1950. It can be assumed that the postwar growth in tanker 
imports will continue, and a substantial portion of this movement should be 
carried on United States-flag tankers to assure the availability of such imports 
during periods of emergency. 

So, we are certainly looking forward to a period where the con- 
sumption of petroleum products will be increased. 

The problem again is to make sure that the tanker fleet has a fight- 
ing chance for their proper share of that market. 

Mr. Pimper points out also—I mentioned speed of the tanker being 
taken into consideration, as well as the ton for ton—that in this pro- 
posed legislation the utility value of the tanker is also important, and 
that conceivably three could be turned in for a new-type tanker. 

Senator Burier. I want to direct your attention now to the imme- 
diate needs of the shipping industry and ask you some questions along 
that line. 

How soon do you think the legislation authorizing the construction 
of 60 ships a year will be sent up to the Congress ¢ 

Secretary Mr RRAY. Well, of course, Senator, this does not say there 
will ever need to be authorization for 60 ships a year. This report 
indicates that we should have 60 ships a year building in our ship- 
yards. 

We feel that we should do everything that is possible to make the 
climate such that as much of that can be done by private means as 
possib le. 

When that figure is estimated—and, of course, in a number of those 
ships there would have to be request for appropriation for the construc- 
tion-differential subsidy—you then have the problem of whether that 
adds up to 60 ships a year or does it not, and then, whatever figure we 
are deficient, whether that deficiency stacks up against our other 
deficienc ies. 

Now, as far as the immedi: ate problem is cone erned, as you know, 
we are requesting funds this year for 4 large passenger vessels, 2 for 
Grace and 2 for Moore-McCormack. They will represent, I think, 
major progress in the building of our passenger-type ship, 4 of them, 
as against, I think, only 3 that we have built since the war. Of course, 
the others have been larger but, nevertheless, this represents, for the 
first time now, in some time, a construction program for passenger 
ships. 

In addition to that, the Navy, as you know, has proposed legislation 
authorizing it to enter into long-term time charters for, I think, 20 
F arge-ty pe ti ankers. 

We are asking for legislation on the trade-in-and-build program, 
in addition to which the Maritime Administration has in their budg- 
etary request this year a request for the conversion of four Liberty 
ships to a more modern type of locomotive gear, in addition to which 
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they plan to put aboard those ships various cargo-handling equipment 
so that we have a practical experiment with what might be done in 
that field. 

That represents, right now, action which should be able to be im- 
plemented, provided the funds are granted, very hurriedly, and at 
least get over the immediate problem, at least part of the immediate 
pre yblem, which we have with us. 

In the meantime this program needs to be assessed, both in how 
the climate can be improved for the purpose of building ships pri- 
vately, plus the fact, if no climate can be created, what we then do 
about this deficiency, which is very obvious and which is sketched 
out here in the light of our other problems. 1 think you will admit 


we have many deficiencies all over the place which need to be set up 
against that, and we in one department are in hO poOsitlol to make a 
determination how those fit into the other deficiencies. That has to 
re settled ona ha Is that oversee all the proble his ot al 1] the Various 


1 . | ‘ . 
lepartments here and stacks them up one against the other. 


i 


Senator Burier. I think your program as presently outlined is very 

onstructive and, as the various parts of it are enacted, I think that 
ve will have a climate that will encourage the building of ships; but 
in the meantime the situation in the shipyards is so serious that I feel, 
as I think you do, some thing must be done immediate ly if we are to 
keep these yards from closing. 

Now, is there any possibility, in view of the shortage of large tankers 
in the reserve fleet, that the Department of C ommerce, or Defense, or 
either one or the other, would have some contingent fund from which 
ships could presently be laid down ¢ 

I call your attention to the fact, if you have not already seen It, 
that the Bethlehem-Fairfield vard in Baltimore has offered a saving 
up to $500,000 for a builder, an owner, who will come in and build a 
tanker of. ; ty) ve which does not require new molds, engineering, and 
so forth, it can be done immediately. They are so anxious to keep 
the yard am th: it they have made that offer. 

Now, is there anything in sight that would hold this situation to- 
gether until we are able to put this program together and create this 
climate that you speak of ¢ 

Secretary Murray. Senator, the only answer I can give you to that 
at the moment is that we felt these recommendations at this particular 
time were sufficiently important that we passed on the study to the 
proper agencies above us long before it was completed, so that upon 
completion there would be enough background that whatever speed 
was indicated to be necessary could be taken in the evaluation of this 
program as against others. We did not wait for this report to be 
completed prior to passing it on to other agencies that would have 
to make that type of determination. 

Senator Butier. Is there any authority now existing for the long- 
term charter of these vessels to the Navy or other agencies of Gov- 
ernment built from private capital ? 

Secretary Murray. I understand the Navy felt that levislation was 
necessary. 

Senator Burter. Would be necessary ? 

Secretary Murray. Would be necessary. 

Senator Burier. They don’t have that authority? 

Secretary Murray. That is my understanding. 
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There is one item I forgot to mention in talking about this program, 
which I think would represent dollarwise as large a program as has 
been participated in with Government aid, short of a wartime pro- 
gram, and that is the request also, I think, for $50 million which 
MSTS has requested for the building of certain special merchant-type 
vessels. When you add 4 passenger vessels, on which we will have to 
pay a construction subsidy, of $50 million which the Navy is asking 
for this particular type of building, plus the funds we are requesting 
for conversion purposes for ships from the reserve fleet, plus the 
amount of shipping that would be laid down in the accomplishment of 
the time charter of 20 large tankers, plus, we hope, an acceptance of 
the tanker trade-in-and-build program and the cost that would be in- 
volved there through Government aid, either in direct subsidy or in 
paying charter fees that would make it possible for people to build, 
we are talking about a program right there that I think you have to 
look pretty hard to find a bigger program at any point that was di- 
rectly due to action on the part of the Government, one way or another. 

Senator Burier. I agree with that. 

Secretary Murray. And it seems to me that gets overlooked in the 
rush and it is very important to keep that in mind. 

Senator Burner. I agree with that. I think it is a wonderful 
program. 

Secretary Murray. I think I added up one day and the whole thing 
would come to a building program, on this basis, if all this worked, of 
$350 million to $400 million by Government funds, plus private funds. 

Senator Burier. Well, I agree with that; but one of the essentials 
of this situation is that these yards be kept operating so that we will 
not lose the skills in the early stages of construction. 

Secretary Murray. Since legislation is required for all of this, we 
can’t do it before the legislation comes; and if it does come, it is my 
understanding that all of these are in such shape that they could be 
implemented very fast. 

Senator Burter. What I am hunting for is some place in the De- 
partment of Commerce or Defense where, in some contingent fund, 
or some sort of fund, we can find enough money to lay down a couple 
of tankers to keep these yards going until we could vet this other pro- 
gram in operation. 

Secretary Murray. That would be the beauty of a revolving fund, 
Senator. . 

Senator Butter. You don’t have any contingent fund of that sort? 

Secretary Murray. If I knew, I would have passed it earlier than 
this, I am sure. 

Mr. Wesster. In that same connection, Mr. Secretary, if the legis- 
lation which is pending that would encourage private financing runs 
into trouble, in your opinion, will your section of the Department of 
Commerce vigorously support financing under title V, Government 
financing ? 

Secretary Murray. Well, Mr. Webster, that is an “ify” question. 
I would rather answer that when we see what happens. 

Mr. Wesster. I gathered from the tenor of your entire report that 
you decidedly prefer private financing with Government insurance 
to financing under title V. 

Secretary Murray. That is correct. 
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Mr. Wessrer. And may we also take it to be correct that you are 
roing to wait to see the outcome of this title XI proposed amendment 
efore t taking vigorous action under title V ¢ 

Secretary Murray. That would be proper. 

Mr. Wersrer. And in that connection—I know I can speak for our 
subcommittee—we are doing every thing possible to get an early de- 
termination of the passability of ‘title XI, amended. I think in our 
case it is Senate bill 3219, and in the House it is H. R. 8637. 

So, we will soon know about that. 

Secretary Murray. As you know, there have been aspects of this 
problem on which there has been a disagreement in the executive 
branch. 

Mr. Wesster. We do know that, and we hope they will soon be 
resolved. 

Senator Butter. That reminds me of the 50-50 legislation. It 
brings up a question on that. Are we the only country in the world 
that is willing to share half of our cargoes with other nations 

Secretary Murray. I don’t know, Senator. 

Mr. Wepssrer. I don’t know of any other, Senator, where they are 
willing to share half of their aid cargoes because, by and large, the re 
are not many of those going around, except ours. 

Secretary Murray. That opens up a big field for discussion. 

Mr. Weester. May I ask a rather basic question, I think, to your 
report, Mr. Secertary ? 

You have picked the year 1952 as the base year or the year from 
which your figures have been taken, your last year. As I understand it, 
our ships carried only about 35.8 percent of our oceanborne trade in 
1952. I had understood that the generally accepted rule of thumb was 
that our merchant marine should carry 50 percent of our oceanborne 
trade, and I am wondering whether the use of the year 1952, with that 
amount of our trade having been carried in our own bottoms, isn’t a 
retraction of something that has been pretty basic to the merchant 
marine. 

Would you care to comment on that? 

Secretary Murray. Well, in the first place, 1 would like to say the 
reason December 31, 1952, was used was because the study was begun 
in the middle of 1953 and we used the latest possible figures that were 
available at that particular point. 

I think the only other thing that I could say is that the 50-50 pro- 
vision exists for our foreign-aid type of activity, but individual 
shippers in other allied lines are able to ship as they desire, and it 
would appear there have been sufficient other reasons that have come 
into their cloice that they have shipped by foreign bottoms. 

Mr. Wessrer. I don’t think I made myself clear, sir. What I had 
in mind was that you feel, I gathered from your report, that the size 
of fleet, the active fleet, which we had as of the end of 1952 is suffi- 
cient. And I am wondering whether, since it only carried 35.8 per- 
cent of our oceanborne trade, we don’t need a larger size merchant 
marine than we had, an active fleet than we had at the end of 1952, 
at least sufficient to carry 50 percent. 

Secretary Murray. W ell, any understanding is that they just have 
not been able to find— 

Mr. Wessrer. To secure—— 

Secretary Murray. Profitable cargoes. 
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Mr. Wersrer. And then the question would be: I gather you are 
not advocating, if there is a general rule to the effect that our ships 
hould carry 50 percent of our oceanborne trade, that we should re- 
treat from that asa general rule? 

Secretary Murray. I wouldn’t see any reason for that. 

= nator Bt rLer. This question probably should be answered by 
the Department of Defense, but maybe you know the answer: The 
special type vessels for the MSTS—Do you know whether they are to 
be DULIE 1 private yards or in the Government yards ¢ 

Secretary Murray. I am told—and this should be checked because 
I do not know. ut I am told that Admiral Leggett testified that all 
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racts subseaue © 1953 have been o1 I] be placed in private 
ds. 
Senator Burt In private yards 
secretary Mr RRAY. | would rather have this committee refer back 
directly to that test iv. because that is obviously—— 


Senator Burter. Do you remember when and where he so testified ? 

Mr. Proper. I think he testified before the House Merchant Marine 
and Fisheries Committee 1] day last week. 

Mr. Wessrer. Was any consideration given in the course of your 

idy to placing a ceiling on the amount of wages to be subject to 

sidy or on the amount of operating subsidy payable ¢ 

Secretary Murray. Mr. Webster, we didn’t take anything for 
granted on the study, which was one of the main reasons why we took 
quite i bit of time. If we were voing back to a basic review of pol- 

v—we went back so far as to get a basic view as to whether there 
should be a merchant marine or not, and we started from scratch on 
that basis, and we examined into all aspects, and they were accepted 
er discarded, but I think there was almost no aspect of this which 
didn’t come up for scrutiny by our group. 

Mr. Wessrer. [ can assure you that was certainly the feeling, just 
by way of comment, of our staff and of our committee as we went over 
your splendid report. 

I have only l or 2 more que stions WW hich | would like LO ask, Senator. 

Senator buTier. Yes, indeed. Go ahead. 

Mr. Wersrer. The ceiling of 1,600 subsidized voyages has not been 
changed, and I just wondered if you had concluded that number is 
correct, 

Secretary Murray. Getting back to your other question, on page 
105, if I may, for a seeond—— 

Mr. Wepster. Yes, sir. 

Secretary Murray. The second paragraph; I think that goes into 
the question that you asked. 

Mr. Wepsrer. Yes. It was from that question that I had pretty 
well resolved it myself. 

Secretary Murray. Yes. 

Mr. Wenstrer. You did consider the problem. 

Now, on this next question about the ceiling of 1,600 subsidized 
voyages, I gather that has not been changed in your thinking, and I 
wondered whether you had concluded that that number was correct. 

Secretary Murray. It is my understanding, and I would like to 
call your attention to paragraph 18 on page 121, No. 18, which I be- 
lieve answers that quest ion: 
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The essential trade-route concept is sound and has contributed to the eco- 
nomie stability of the liner segment of our merchant fleet in the foreign trades. 
However, constant serutiny of all trades should be given in order to assure that 
the granting or subsidy aid is in keeping with the traffic needs of each essential 
route. 

I think we did not object to the matter of 1,600, but felt they should 
be kept under constant scrutiny. As a matter of fact, we suggested 
or recommended a continuation of the subsidy concept, but recom- 
mended there that constant scrutiny be given to the administrative 
features of it to make sure it was operating on an efficient basis as 
possible. 

Mr. Werster. My last question is this, sir: On page 125, paragraph 
j, you say that a special study of the Aad water carrier situation 
is being undertaken by the Department of Commerce, and I wondered 
if you could give us some idea when that study would be completed. 

Secre tary Murray. I think in about 60 days. 

Mr. Wersrer. And I assume that—— 

Secretary Murray. The only problem on that has been that we have 

limited staff, and we have tried to fit our various studies in, in an 
effort to make that staff do. Unfortunately, we cannot expand our 
staff and contract it. 

Senator Burier. I want to say this: That I concur that you have an 
excellent staff and that you have done a magnificient job on this 
report, and I want to congratulate all of you for that work and for 
your cooperation with this subcommittee and with our full committee. 

Secretary Murray. Well, the staff worked awfully hard. 

Senator Burier. And we, in turn, appreciate your cooperation as 
you have expressed appre iation in the cooperation of our staff. It 
_ been a very necessary working relationship and I think has been 

for the overall good of the American merchant marine. I can’t tell 
you how much I appreciate it, as the chairman of the subcommittee. 

Secretary Murray. I don’t know any situation where three staffs, 
the congressional staff and the Maritime Administration and our own, 
worked with any more cooperation, and I think it was all because we 
all realized we had a very serious problem before us and a time 
factor involved in it and a very difficult one to solve. 

Senator Butter. You are cert: ainly to be complimented on this work. 
I may say this will be the “Bible” by which we go over here. We hope 
to have you back from time to time to supplement the information 
because most certainly additional questions will arise to which this 
subcommittee will want the answers to. So, we would like to feel 
free to call on you when we need you. 

Secretary Murray. We are always available. 

Senator Burier. Thanks ever so much. 

Secretary Murray. Thank you, Senator. 

Senator Burier. It has been very nice to have you. I want to make 
as a part of the official record this correspondence which grew out of 
certain matters relating to the United States Lines construction sub 
sidy controversy, as discussed in the Preliminary Report of the Special 
Subcommittee To Study the Maritime Subsidy Program, published 
February 1, 1954. 
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(The correspondence referred to is as follows:) 
FEBRUARY 26, 1954. 
Mr. LInpSAY WARREN, 
Comptroller General of the United States, 
Washington, D. C. 

My Dear Mr. Warren: Thank you very much for sending me a copy of your 
letter of February 18, 1954, to Senator Potter. You are entirely correct in asSum- 
ing that as new chairman of the Subcommittee on Water Transportation I do 
not want any unwarranted implications to remain uncorrected in the record of 
the subcommittee. 

You pointed out that on page 5 of the preliminary report, published February 
1, 1954, it is stated that no charges of “fraud or illegality have been made” 
concerning the sales contracts and construction subsidies for the United States, 
Independence and Constitution. 

In taking exception to this use of the term “illegality” I believe you have put 
your finger on an oversight which we will correct. In view of the fact that 
fraud had not been charged against any of these transactions, to say that no 
charges of “fraud or illegality have been made”, while perhaps understandable, 
nonetheless falls short of complete accuracy. 

You also expressed concern that a statement which I made in my letter to the 
chairman of the full committee, appearing as an annex to the preliminary report, 
might be interpreted as implying that your office did not question the allowances 
until after the parties to the transaction had materially changed their positions. 
While such an interpretation would do violence to my personal conviction that 
your office was most prompt in raising questions concerning the allowances, 
it is possible that some might interpret the phrase in the erroneous manner you 
suggest. This is especially true in view of the fact that some might argue that 
once the parties—including the shipbuilding company—had signed the contracts, 
material changes in their respective legal positions had taken place. However, 
you may rest assured that if the United States Line construction subsidy matter 
is still in controversy at the time subsequent reports of the subcommittee are 
issued we will do our best to allay any such misunderstandings. As a firm step 
in that direction I will see that a copy of your letter to me of February 18, 1954, 
a copy of your letter to Senator Potter of the same date and a copy of this letter 
to you are inserted in the subeommittee’s record. 

I was certain that because fo your keen and long-standing interest in behalf 
of a strong merchant marine you would agree that this situation of strife 
and controversy, so likely to result in prolonged legalistic free-for-alls from 
which none of the participants can gain, is extremely undesirable from the 
standpoint of both the Government and the merchant marine. I am therefore 
constrained to reemphasize that it is of immediate importance to review the 
provisions of law relating to construction differential subsidies, in the hope that 
we can all contribute to prompt determination of the proper rates of construction 
differential subsidies, simplicity of administration of the law and finality once 
contracts are approved and entered into. 

Our subcommittee is according this matter a high priority. To that end I have 
instructed Mr. Donald D. Webster, special counsel for our subcommittee to 
request conferences in the near future with interested members of your staff. 

Sincerely, ' 
JOHN MARSHALL BUTLER, 
Chairman, Subcommittee on Water Transportation. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., February 18, 1954. 
Hon. JoHN MARSHALL BUTLER, 
United States Senate 

My Dear SENATOR ButLeR: There is enclosed herewith a copy of my letter 
of today to Senator Potter calling his attention to two statements contained 
in the preliminary report recently issued by the Subcommittee to Study Mari- 
time Subsidy Program. You will note that one of the statements discussed therein 
was contained in your letter of January 12, 1954, to the chairman of the full 
committee. My concern is only that the reference to this office in your letter 
could be misinterpreted by those not familiar with the actual facts of the 
situation. As its new chairman, I know you would not wish any such un- 
warranted implication to remain uncorrected in the record of the subcommittee. 

Sincerely yours, 


‘ 


LINDSAY C. WARREN, 


Comptroller General of the United States. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., February 18, 1954. 
Hon. CHARLES FB. POrrer, 
Chairman, Subcommittee To Study Maritime Subsidy program, 
Committee on Interstate and Foreign Commerce, United States Senate. 


My Dear Mr. CHAIRMAN: In the preliminary report recently issued by your 
subcommittee and filed with the full committee, several references were made to 
this Office in connection with the sales contracts covering the vessels United 
States, Independence, and Constitution. As you know, this Office has not yet 
been requested to appear before the subcommittee, so presumably the state- 
ments in the report are based upon information furnished from other sources. 
This is unfortunate because both the reference in the body of your report and 
the reference in the appended letter from Senator Butler contain misleading, 
if not erroneous, statements of fact, which I am sure you would want corrected 
in the record before you. 

On page 5 of the report, it is stated “* * * * no charge of fraud or illegality 
have been made concerning these vessels.” 

I have charged these transactions to be illegal for almost 5 years. In my 
special report to the Congress submitted on July 11, 1949, I used what I con- 
sidered clear and unequivocal language in describing how the law had been 
violated, in not one but many respects, in the determination of the subsidy 
allowances for these vessels. The conclusions in my report were, as you probably 
know, subsequently approved by the House Committee on Expenditures in the 
Executive Departments. See Report No. 1423, 81st Congress, Ist session. 

Thereafter, at the request of former President Truman, the then Attorney 
General McGranery conducted an exhaustive 6 months’ study of the legal issues 
involved in the case of the S. S. United States and in a letter of December 4, 
1952, to the President stated: 

“After a thorough review of the applicable law and of all of the circumstances 
surrounding and inducing the sale of the S. S. United States, I am convinced 
that the contract of sale is voidable at the election of the United States; that it 
reflects violations of Federal statutes; and that it contains numerous errors 
and miscalculations to the financial detriment of this Government.” 

In Senator Butler's letter to the Chairman of the full committee, he stated: 

“Some time after the construction differential had been determined, contract 
terms agreed upon, and construction well advanced, a special report of the 
Comptroller General criticized the contracts, contending that the construction 
differentials were improperly arrived at, and that excessive allowances were 
made for defense features.” ‘ 

As previously indicated, it was by a special report of July 11, 1949, that the 
facts and criticisms concerning these transactions were laid before the Congress. 
Senator Butler’s statement could be interpreted as implying that this Office did 
not question the allowances until after a considerable period of time had elapsed 
and until after the parties to the transactions had materially changed their 
positions. The chronology of events preceding the date of my special report 
refutes any such implication. 

‘Taking, first, the S. S. United States, the Maritime Commission approved the 
application of the United States Lines for the construction of the superliner 
on April 7, 1949; a contract with the company was executed on April 15, 1949, 
and as of June 30, 1949, the construction of this vessel was but 1.1 percent 
complete, 

With respect to the vessels Independence and Constitution, the Maritime 
Commission approved the application of the American Export Lines, Inc., on 
August 9, 1948, but no formal contracts were executed until January 11, 1951. 
As of June 30, 1949, construction of the Independence was 9.12 percent complete 
and construction of the Constitution 5.71 percent complete. 

In other words, the charge of illegality was first made in connection with 
these vessels at a time when their construction had scarcely begun. No report 
to the Congress of the nature of the one submitted on July 11, 1949, could 
ever be submitted more timely. All the opportunity possible was given both 
the Congress and the Maritime Commission to “prevent the payment of the 
excess subsidies and national defense allowances”—one of the recommendations 
in the report of July 11, 1949. 

Senator Butler points out that “although the ships were delivered and are in 
operation the controversies are continuing.” I agree wholeheartedly with the 
Senator that this situation is undesirable from the standpoint of both the 
Government and the American merchant marine. However, responsibility for 
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s rests squarely upon these officials who choose not only to misconstrue the 
duty properly to administer but to compound their 


available to them 
ave always felt it essential to the interests of the United States that we 
a strong merchant marine. As a Member of Congress and of the House 
ant Marine and Fisheries Committee I took an active and, if I may be per 
a leading part in securing the enactment of the 1936 act, 
time provided for outright subsidies to aid in the construction 
American merchant vessels. But I will never believe that to 
sult we must condone actions by administrative officials 


write into it provisions the Congress itself did not 


these factual matters to be included in the record 


LINDSAY C. WARREN, 
Comptroll r General of the United States 


Senator Burier. That will conclude our meeting for today. 
(Whereupon, at 4: .m., the meeting was adjourned.) 


x 








